The main categories of disclosures concerning control over financial reporting Lodz, 22/26 Matejki Street, Poland The aim of this paper is to answer the question whether, and, if so, to what extent, control over financial reporting is exercised in practice. An attempt was made to measure the control by analysing the disclosures regarding the control over financial reporting which were included in the annual reports and statements on corporate governance.
Introduction
The financial scandals of the early twenty-first century in the USA, which were associated with the bankruptcy of Enron and WorldCom, and the ensuing scandals in the European Union revealed weaknesses in corporate governance. The scandals have become milestones in the process of changing international regulations aimed at increasing the reliability of financial reporting. They have also contributed to the intensification of research on corporate governance and financial reporting. Entrusting their capital to public companies, investors have access to financial information primarily through financial reporting, the credibility of which they are not able to verify. By the end of the twentieth century, this credibility was believed to have been ensured by the systems created by individual states (including the system of corporate governance) and the bodies which were part of that system (the auditor and the board of directors). This belief has been significantly undermined in the twenty-first century. Nonetheless, the reliability of financial statements has always been of fundamental importance because, as noted by Jarugowa and Marcinkowski (1989, p.20) , "accounting is an information base for determining stakeholders' share in the economic surplus." One of the key actions aimed at increasing the reliability of financial reporting is to oblige public companies to implement a system of internal control and risk management in relation to financial reporting (referred to in this article as a system of control over financial reporting). The aim of this paper is to answer the question whether, and, if so, to what extent, control over financial reporting is exercised in practice. An attempt was made to measure the control by analysing the disclosures regarding the control over financial reporting which were included in the annual reports and statements on corporate governance. The annual reports of the companies listed on the WSE were the subject of the research. The research did not involve the operation of the system of control over financial reporting in individual companies as a whole, but only the disclosures on this subject. The research problems presented in this article with regard to the disclosures about the control over financial reporting were only discussed to a limited extent in the literature. It seems that the list of disclosures is an important part of this paper. It can serve as a reference point for the development of a disclosure index, and, additionally, provide a basis for a verification of research questions that may be posed in the future. The following research methods were used in this article: literature studies, an analysis of annual reports.
Global legislative changes to corporate governance as a response to the financial scandals of the early twenty-first century
The problem of changes in the regulations on corporate governance as a consequence of financial scandals (involving such companies as Enron and WorldCom) has been undertaken in numerous scientific publications (cf. for example Clarke, 2005; Horn, 2012; Bauwhede, Willekens, 2008; AFR, 2002; Hoitash, et al., 2009; Wang, 2012) . It should be noted that the key problem at Enron was fraudulent financial reporting to hide the difficult financial situation of the company. Enron's bankruptcy was the direct cause of the modernization of regulations which aimed at increasing the reliability of the information disclosed in financial statements, as exemplified by Sarbanes-Oxley Act enacted in 2002 in the United States. As noted by Coates (2007) , regulations provided by the SOX Act have been developed in order to "repair" the financial reporting process, and changes in internal control were its foundation. Significantly, one of the key provisions of this Act concerned disclosures about control over accounting system (Clarke, 2004, p.159) . The provisions of the Sarbanes-Oxley Act require companies to draw up reports on internal control, which should confirm the fact that managers are responsible for the implementation of an adequate system of internal control. Moreover, the assessment of the effectiveness of internal control over reporting financial data prepared by management is to be assessed by auditors. A Report of the High Level Group of Company Law Experts on a Modern Regulatory Framework for Company Law in Europe, prepared under the direction of J. Winter (2002, p.47) and presented on 4 November 2002, was a European legislative response to the Sarbanes-Oxley Act. In response to the Enron case, the European Commission and the ECOFIN Council agreed that a team led by Winter would review the issues related to best practices in the field of corporate governance and auditing. It was also suggested that the annual report on corporate governance would contain at least the information about the risk management system, a description of the key strategy, a description of the company's operation and the information on different types of risks related to this operation. An obligation was also introduced to disclose the fact that such a system does not exist in a company (Winter, 2002, p.47) . As noted by L. Horn (2012, p.96) 
The system of internal control over financial reporting: The essence and principles of disclosures in annual reports
In the literature, control over financial reporting is defined as a process involving the operation of a management board, supervisory board, and other personnel, designed to ensure the effectiveness and efficiency of operations carried out in a company, reliability of financial reporting, and compliance with applicable laws (Ghosh, Lee, 2013, p.323) . According to the definition prepared by the IFAC (2011, p.9), the internal control system is "an integrated part of an organization's governance system and risk management, which is understood, effected, and actively monitored by the organization's governing body, management, and other personnel, to take advantage of opportunities and to counter the threats, in line with risk management strategy and policies on internal control set by the governing body to achieve an organization's objectives." Risk management, in turn, is defined as "coordinated activities to direct and control an organization with regard to risk" (ISO 31000, 2009 ). The primary objective of control over financial reporting is to increase the reliability of financial statements (Ernst and Young, 2005, p. 3). Effective control over financial reporting reduces the risk of restatements and fraud (Kinney, McDaniel, 1989) . Since 2009, public companies in Poland have been required to disclose information concerning the main characteristics of internal control and risk management systems in relation to the process of financial reporting. As already mentioned, these disclosures are part of the statement on corporate governance, which in turn is a component of the Operating and Financial Review (management report) of a company that goes into the company's annual report next to the financial statements. As is known, the annual report is the primary tool by which a company transfers the information on its financial situation, changes to the situation and its achievements to stakeholders. The structure of the annual report is largely determined by the regulations in force in the country. Financial statements seem to be particularly important from the point of view of a company's operations while non-financial information accompanying the financial statements allows better use of the potential of financial reporting (see Figure  1) . It seems that the primary task of disclosures concerning control over financial reporting is to provide information on the main principles, tools, internal control mechanisms, and risk management related to the accounting information system. These disclosures make it possible to answer the question of whether a company has implemented a control system over financial reporting and, if so, how it works. 1 The key question seems to be whether the obligation to prepare disclosures relating to the control system of financial reporting creates additional value for shareholders and increases the security of the capital market. Much depends on how these disclosures are prepared by companies. If the disclosures contain generalities transferred from other parts of the annual report, they do not create additional value for the reporting process. Therefore, empirical research in this area seems to be important. It should be emphasized that the regulations do not contain detailed guidance on the information to be included in the disclosures on the main features of the internal control and risk management systems with regard to financial reporting process.
Limitations associated with the analysis of disclosures on control over financial reporting
According to Ghosh and Lee (2013, p.319) , the studies on control over financial reporting can be divided into two main trends. The first concerns the causes of the problems related to internal control and key attributes reflecting poor internal control (Naiker, Sharma, 2009, pp.559-587; Hoitash, et al., 2009, pp.839-867) . The second trend of research concerns the impact of disclosures about internal control, among others, on the behaviour of capital market participants and the cost of capital (Hammersley, et al., 2008, pp.141-165; Ogneva, et al., 2007 Ogneva, et al., , pp.1255 Ogneva, et al., -1297 . The disclosures on control over financial reporting form the descriptive part of an annual report. A number of methodological limitations are associated with the analysis of these disclosures, as well as with the analysis of other descriptive disclosures. As noted by Healy and Palepu (2001, p.32) , one of the limitations of research on descriptive (non-financial) disclosures, in particular voluntary disclosures, is the problem of measuring the extent of these disclosures. When is the scope of a disclosure optimal? According to J. E. Core (2001, p.16) , the development of methods for measuring the quality of disclosures would be an important step to resolve this issue. The literature contains different approaches to the analysis of descriptive disclosures. Their main goal is to determine the quality of disclosures. V. Beattie, W. McInnes, and S. Fearnley (2004, p.208 ) divided the methods of analysing descriptive disclosures into two main categories: subjective analysts' ratings and semi-objective approaches. The authors classified the ratings prepared by analysts as subjective ratings. On the other hand, the disclosure index studies were placed among the semi-objective methods, some of which involve the preparation of a list of items to be studied prior to the actual study. This is followed by an analysis of the text, taking into account the presence of these items in the text and ignoring the text fragments that do not relate to the list. Other semi-objective methods encompass all of the text (textual analyses). These include thematic analyses, a meaning-oriented content analysis, readability studies (to determine the difficulty of the text), and linguistic analyses (Beattie, et al., 2004, p.208) .
As indicated in the literature, the development of a richer set of metrics for disclosure quality attributes can help in testing the research questions relating to descriptive disclosures. In addition, the development of comprehensive metrics for disclosure quality attributes can contribute to the development of a practical tool to conduct comparative analyses of contemporary reporting practice. This would make it possible to monitor changes in the practice of disclosures, as well as prepare comparisons of disclosure practices across companies, sectors and countries (Beattie et al., 2004, p.207 ). In the case of descriptive disclosures in the Operating and Financial Review, the Jenkins report may serve as a benchmark (AICPA, 1994) . The report was used in the studies of voluntary disclosures conducted, for example, by Botosan (1997) and Robb, Single, and Zarzeski (2001) . Some authors point out, however, that the disclosure index prepared on the basis of a particular pattern may indicate the scope of disclosures, and not necessarily their quality (Marston and Shrives, 1991, p.195) . It should be noted that the analysis of disclosures on the control system over financial reporting is also associated with a number of limitations of substantive nature. Notably, the lack of disclosures or incomplete disclosures may occur because: -a company has not implemented a control system over financial reporting; -a company has implemented a control system over financial reporting but has not revealed information about it, or has revealed it to a limited extent. Undoubtedly, the problem with the analysis of disclosures relating to the control system over financial reporting arises from the lack of guidelines on the scope and structure of these disclosures. So far this issue has not been addressed. Therefore, there is no reference point that would indicate the desired scope of disclosures. What is important is that the disclosures on control over financial reporting have special characteristics -they are part of the Operating and Financial Review (management report), but they concern the operation of the financial accounting information system. These are the disclosures that, considering their substantive content, could be placed between the Operating and Financial Review (management report) and financial statements.
Disclosures on control over financial reporting of the public companies listed on the WSE
The aim of the research was to identify the scope of disclosures about internal control over financial reporting in the public companies listed on the Warsaw Stock Exchange. The study examined the annual reports of 220 companies listed on the WSE, which accounted for 56.6% of all listed companies. The companies were assigned for the sample at random. The study examined the annual reports of public companies prepared for the year 2011. 1 The companies represented the following sectors: light industry, 2 heavy industry, 3 construction, trade, 4 computing and telecommunications, finance, services, 5 the media, and the capital market. The following research questions related to disclosures about internal control and risk management in relation to financial reporting were formulated in the first part of the study: 1. Is it possible to identify specific categories of information presented by public companies in the disclosures about control over financial reporting? 2. What kind of information relating to control over financial reporting is most disclosed by public companies? In order to examine these questions, the following hypotheses were proposed: 6 H1. Most of the companies listed on the WSE disclose the information on control over financial reporting as a part of identifiable categories of disclosures, H2. Most of the companies listed on the WSE present the information on external audit in the context of disclosures about control over financial reporting. Eight of the companies surveyed did not disclose information on internal control and risk management systems in relation to financial reporting in their reports for 2011 (they did not indicate that they did not have such a system either). 1 There is no doubt that a different understanding of the internal control and risk management systems in relation to financial reporting in business practice impedes the analysis of disclosures on control over financial reporting. The study revealed that the companies listed on the WSE understood the concept differently. Nearly 5.5% of the surveyed companies indicated that they had no formal system of internal control and risk management in relation to financial reporting. The companies explained, inter alia, that: 1. "The company does not have a formal system of internal control and risk management in relation to financial reporting process because the data for reports and the reports themselves are prepared by the accounting office"; 2. "The company does not have a formal system because the internal control and risk management in relation to financial reporting process are implemented on the basis of the procedures developed by the company for preparing, approving and publishing periodic reports"; 3. "The company has not implemented a separate system of internal control and risk management dedicated directly to the process of preparation of financial statements"; 4. "The company does not apply an integrated risk management system dedicated exclusively to financial reporting (instead the company uses specialized industry risk management)". It should be emphasized that the companies declaring that they did not have formalized systems of internal control and risk management in relation to financial reporting revealed (in the section of the annual report on the control over financial reporting) information on, for example, auditing the financial statements, the auditor selection process, the sources of financial reporting regulations, and the restrictions on access to the accounting data. It seems, therefore, that these companies recognized that auditing financial statements, informing about restricted access to financial statements and indicating sources of regulations on the basis of which financial statements had been prepared was not enough to conclude that they had systems of internal control and risk management in relation to financial reporting. It should be emphasized that the majority of the companies surveyed felt that these disclosures were important from the point of view of how the control over financial reporting was exercised. When it comes to the analysis of disclosures concerning control over financial reporting, it must be concluded that some companies prepare these disclosures in a careless manner. For example, one of the companies reported that: "Financial statements and periodic reports are to ensure the adequacy and accuracy of the financial information contained in financial statements and periodic reports." It also happens that the disclosures on internal control and risk management in relation to financial reporting are exactly the same in a company and in its controlling shareholder. It is significant that the disclosures on control over financial reporting are often placed as the last item of the Operating and Financial Review (management report). A detailed list of disclosures related to control over financial reporting presented by banks was developed in the first part of the study (Gad, 2015, p.4) . 2 Based on the above list, major categories of disclosures were identified. Then the disclosures in the annual reports were analysed in a zero-one system (1 -there is a given category of disclosures, 0 -lack of a given category of disclosures). The end result of the study was the development of a list of disclosures on internal control and risk management systems in relation to financial reporting, which can serve as a starting point for designing a disclosure index. The study identified 13 main categories of disclosures concerning control over financial reporting. Most frequently, the companies presented information within the framework of two main categories of disclosures: Characteristics of internal control and risk management, and External audit. Most companies also presented disclosures on Regulations and Preparation of financial statements (see Table 1 ). The results of the study made it possible to verify the hypotheses. The first hypothesis, which says that the majority of the surveyed companies listed on the Warsaw Stock Exchange disclose information about control over financial reporting as part of identifiable categories of disclosures, was positively verified as true. Companies present disclosures about control over financial reporting within 13 identifiable information categories. The second hypothesis, according to which the majority of the surveyed companies listed on the Warsaw Stock Exchange present disclosures on control over financial reporting relating to external audit, was positively verified. More than 83% of the companies indicate, in the context of disclosures concerning control over financial reporting, that their accounts were audited by certified auditors.
Conclusion
The results of the study indicate that there was no single form of disclosing the information on internal control and risk management systems in relation to financial reporting in the reporting practices of the public companies listed on the Warsaw Stock Exchange in 2011. The disclosures were different both in terms of the degree of detail and the content. The companies listed on the WSE presented the information on control over financial reporting within 13 major categories of disclosures identified in the study. From the point of view of control over financial reporting, the disclosures on internal audit, management of various risks associated with financial reporting, activities of the supervisory board, and the financial reporting process seemed to be most important. Unfortunately, this kind of information was rarely disclosed by the companies. Most of the surveyed companies (over 83%) revealed (in a general or detailed manner) information on the general characteristics of internal control and risk management systems, and on external audits. Given the scope of disclosures presented by the surveyed companies, it can be concluded that the companies understand the control system over financial reporting in many ways. In extreme cases, the disclosures on control over financial reporting were limited to a brief statement that the financial statements had been audited. It is, therefore, apparent that the standards for reporting on the control over financial reporting are still missing. It is also possible that the limited scope of disclosures relating to internal control over financial reporting results from the fact that the companies do not use such a system. In many cases, there is no explicit reference to an accounting system in the disclosures. For example, the surveyed companies list all the risks associated with their business operations without any indication which of them are the most important from the point of view of the accounting system. The results clearly confirm the lack of reliable information on internal control over financial reporting, which is a worrying phenomenon in the face of the ongoing crisis and the ensuing threats. At the same time, the results can provide a reference point for an analysis of the quality of disclosures on internal control over financial reporting in future years.
